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IF GOLD WERE DROSS 

BY CHARLES A. CONANT 



The interesting problem was raised by one of the French 
reviews recently, what would happen if gold were produced 
in such enormous quantities as to sink in value to the level 
of the baser metals. 1 The three contingencies discussed 
were the extraction of gold from sea water, which was dis- 
missed as too expensive to be attainable; the increase from 
existing mines, which would be negligible from the sensa- 
tional standpoint of the argument; and the probability of 
the production of gold by chemical means. 

It was the third means of production which was treated as 
seriously as the nature of the subject permitted, and it was 
declared that in relying upon the recent progress of experi- 
mental physics and of chemical synthesis, the possibility of 
the transmutation of the metals could no longer be con- 
sidered a simple chimera and might become a reality of to- 
morrow or the day after to-morrow. Edison, it was de- 
clared, believes the manufacture of gold to be imminent and 
the most distinguished physicists recognize the transmuta- 
tion of matter. Since 1860, it was pointed out, many of the 
most important vegetable and natural products have been 
reproduced by the processes of organic chemistry — alcohol, 
alkalies, aldehydes, ether, many substitutes for indigo and 
other aniline colors, and even chemical albumen. There 
have been recently two or three patents taken out for the 
manufacture of gold and a rumor has been in circulation 
that the French Ministry of Finance was engaged in the 
serious study of a proposition which had been submitted on 
the subject. 

The author of this engaging dream, M. Jean Finot, does 

% "Le Monde Sans VOr," La Revue, September 15, 1912. 
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not pretend to assert, as an established fact, that any of 
these experiments will be successful, but raises the question 
what would be the effect if they should prove successful in 
time to come. What, he asks, would then be the situation 
of society in general and of the property classes in par- 
ticular? If the value of gold, the unique basis of the eco- 
nomic stability of our time, should be suddenly subjected to 
so striking a fluctuation, what would be the position of states 
and individuals, whose fortune is ordinarily symbolic, be- 
cause it represents only a fixed quantity of gold to be de- 
manded or received? Suppose a man has his entire fortune 
in mortgages or government bonds and that he has the right 
to demand his holdings in gold; this metal having lost its 
intrinsic value, will not his creditors be able to release them- 
selves to his prejudice, even involving his complete ruin, 
while paying him the exact amount called for by the debt in 
gold? 

That governments would take certain precautions against 
such a catastrophe is frankly admitted, but the further ques- 
tion is raised, what standard could they find to take the 
place of gold — whether, if they sought it in some other 
metal, the secret of the transmutation of metals having once 
been discovered, there would be any of them which would 
offer adequate security against similar debasement? 

The more extreme and fantastic results of such a flood of 
gold have been occasionally the subject of romance. On the 
serious side of the problem, it may be said, however, that 
measures of defense would undoubtedly be found to mitigate 
its suddenness and severity. Counsels of conservatism exist 
even among the eight economists and six chemists and littera- 
teurs who furnish brief answers to the question what would 
happen to civilized society in case of the discovery of trans- 
mutation at small cost. Madame Curie, the only woman 
who is honored with a part in the symposium, curtly dis- 
misses the question with the following declaration: 

While it is true that spontaneous atomic transformations have been 
observed in radioactive bodies (the production of helium by these bodies, 
which you mention and which is perfectly correct), we may, on the other 
hand, be sure that no transformation of a simple body has yet been ob- 
tained by the effort of man and through measures conceived by him. It 
is therefore entirely useless at present to consider the possible conse- 
quences of the manufacture of gold. 

A higher degree of sanity, if less imagination, may be 
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ascribed perhaps to the feminine participant in this dis- 
cussion than to the members of the other sex, who give more 
or less free rein to their imaginations in dealing with the 
effects of a golden flood. By the eight economists the ques- 
tion is, of course, discussed with pretty close adherence to 
sound monetary principles. It is interesting to note, how- 
ever, that all the progress of the past century in monetary 
science has not yet stilled differences of opinion, or at least 
differences of definition, on the character and effects of 
money. We find it treated by some as a mere symbol, for 
which it might be possible to substitute a new standard 
based upon the value of other articles or upon the purchas- 
ing power of a day's labor, while by others the small amount 
of gold actually used as currency, in comparison with the 
operations of the banks and the clearing-houses, is cited as 
evidence that the destruction of the basic metal would not 
have immediate and striking effects. Of the former type of 
criticism is the suggestion of Professor George Renard of 
the College de France, " to give legal-tender quality to a 
universal paper money, which should be identical from one 
end of the earth to the other." 

The defect of solutions of the monetary problem based 
upon the substitution for gold of conventional values, — like 
the bushel of wheat or the day's labor, — is that they fail to 
take account that the value of money and of all transac- 
tions expressed in money must be based upon either recog- 
nized value in the standard metal or upon limitation of 
quantity. 1 It is sometimes said by economists who have 
given more attention to theory than to economic history 
that the function of gold as the standard of value is a purely 
conventional function, — that if gold were demonetized 
throughout the world, this value would be lost. While it is 
undoubtedly true that demonetization would have a de- 
pressing effect upon the value of the metal, it would not by 
any means destroy its attractiveness as a store of value. 
One of the best evidences of this is the eagerness with which 
gold is sought in undeveloped countries, which have neither 
a gold standard nor a gold circulation. The fact that the 

"For most practical purposes, the words "intrinsic value" might be 
substituted for "recognized value"; but it is, of course, a well-estab- 
lished principle of economics that value is relative rather than intrinsic. 
The reasons why gold possesses a relative value of. unusual stability are 
set forth in a measure in the text. 
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adoption of gold as a standard is not the result of conven- 
tion, hut of evolution, is evidenced also hy its universality as 
a standard as well as by its inherent qualities. 1 Its special 
suitability for money gold derives from its universal ex- 
changeability; every one is ready to take gold for other 
articles, where he hesitates and dickers over taking other 
articles for gold. And this exchangeability is inherent 
rather than arbitrary. 

The high qualification of gold for use as money is base& 
upon the reasons set forth in the textbooks, — uniformity of 
quality, indestructibility, and divisibility without loss. 
What adds to the suitability of gold as a standard of value 
is the permanence of the existing stock. If gold were like 
wheat, nearly the entire crop being consumed or falling into 
decay within a year, it would be an exceedingly unstable 
standard of value, because the quantity produced in one 
year might fall enormously below the quantity produced in 
a previous year. But with gold, the annual production, 
whether great or small, is superimposed upon the stock al- 
ready in existence, the product of more than four centuries 
of output from the mines of the world. Hence, even the 
great additions of recent years, rising to more than $450,- 
000,000 per year, or nearly four times the annual production 
of twenty-five years ago, can do no more than alter slightly 
the increment of increase in the stock of standard money 
from year to year. 

If, therefore, a substitute for gold is to be found in any 
existing physical substance, or any which can be fabricated, 
the new material must have similar qualities in order to 
possess similar qualifications — indestructibility, divisibility, 
and permanence of the pre-existing stock. It would also be 
highly important that it should have the further quality 
which gold possesses, of ready flow from the reservoir of 
the money stock into the reservoir of industrial use. It is 
in this channel of broadened industrial use that much of 
the increased gold production of the past twenty years has 
been absorbed, and it is along similar lines that some of 
the participants in the French symposium indicate that the 
metal would be absorbed even if it fell greatly in exchange 
value. As pointed out by M. Eugene Fourniere, it would be 

'This subject is discussed in the chapter entitled "Evolution of the 
Gold Standard " in the author's The Principles of Money and Banking. 
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possible to enormously increase the industrial uses of a 
metal which is now sought largely for its rarity — to bring 
down the price of gold watch-cases to those of nickel, to 
enable dentistry to supply gold fillings to the poorest and 
the masses to drink their modest wines from cups of crystal. 
The fact that gold does not oxidize and tarnish would de- 
velop its substitution for silver and other metals over a 
wide field, if its relative value were once pulled down to the 
plebeian level suggested in the symposium. Even the sub- 
stitution of solid gold in the manifold cases where gold 
plating is now used would absorb a large quantity of the 
metal, without entering upon the broad field of new uses. 

The difficulty of establishing a monetary standard which 
is not based upon a physical substance of limited supply 
has not been clear, even to some elevated minds. The truth 
is, however, that no matter how limited the amount of gold 
which is transferred from one bank to another in clearing- 
house settlements, or even if the substitution of paper 
certificates reduces actual transfers of the yellow metal to 
a negligible quantity, it is nevertheless essential that there 
shall be a basis upon which value rests. The ratio of gold 
for which other articles exchange is the supreme test of the 
demand for such articles. It would be useless for a modern 
state, following the teachings of certain types of socialists, 
to declare that a pair of shoes of a given type should always 
be equal to twenty yards of cotton of a given type. Such a 
rule would abolish the test whether the supply of shoes was 
excessive or that of cotton was deficient. The test applied 
by gold is the decline in the gold price of the shoes if the 
supply becomes a dead weight on the hands of dealers; a 
rise in the gold price of cottons if the supply is rapidly dis- 
appearing at the official price. 

The failure to provide a medium of exchange which thus 
affords a test of over-production is the fatal defect of the 
theory that a currency of pure paper, issued upon the basis 
of the value of one article or several, would afford a safe 
and workable currency. The combined supply of currency 
and credit acts in some degree as a measure of values within 
a single country ; but if currency and credit become inflated 
within that country, the test of such inflation is afforded by 
the movement of the foreign exchanges. The balance of in- 
debtedness between nations is measured by gold. The 
nation which finds itself unable to supply gold to settle its 



IF GOLD WERE DEOSS 795 

international balances (giving due recognition, of course, 
to the ability to distribute such obligations through foreign 
loans and other devices) wakes up to the fact that it has 
unduly expanded its internal, and has lost its international, 
credit. The substitution of conventional values and of 
paper money for gold does not afford adequate means, 
under existing monetary methods, of meeting the demands of 
international credit. In recent years, monetary science has 
made great strides in transferring and postponing indebt- 
edness. It has learned the lesson that a local currency can 
be maintained on the gold basis, without the use of any con- 
siderable quantity of gold, if gold is available for settling 
international balances. This is the principle underlying the 
successful operation of the gold exchange standard in 
British India, Mexico, and the Philippines. Not greatly dif- 
ferent in principle was the system by which Eussia estab- 
lished a fixed exchange in 1894 before going resolutely to 
the gold standard. It is the principle also upon which 
Austria-Hungary is regulating her currency with a high 
degree of success. 

All these experiments, however, rest ultimately upon gold. 
If gold became dross, it would be necessary, either to find a 
substitute metal possessing similar qualities, or to reorgan- 
ize the existing monetary systems of the commercial nations. 
The latter is not beyond the reach of sane discussion and 
of definite proposals. Its essential defect would lie in the 
absence of power to enforce international agreements, in 
case financial weakness offered strong inducements for their 
violation. 

The romantic dream of the sudden dethronement of gold 
from its place as the standard metal would be controlled, to 
begin with, by the cost of the processes of production of 
artificial gold. The mere discovery that gold could be pro- 
duced by chemical processes would not solve the problem. 
Unless it could be produced in large quantities at a cost ma- 
terially below the cost of quartz-mining in South Africa, 
the new process would remain only an interesting toy. 
Even if the production of artificial gold were considerably 
below the cost of mining, it would not cause a monetary 
revolution unless the difference in cost afforded profits 
large enough to stimulate a flood of the new metal. Under 
the continuance of the policy of accepting gold for free coin- 
age at the mints, without regard to the method of its pro- 
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duction, a large increase in coinage would tend to bring 
down the valne of the entire volume of the gold currency, 
old and new. Every such decline in the purchasing power 
of gold would diminish the margin of profit between cost of 
production and the purchasing power of the product and 
would discourage excessive production, unless the cost of 
production of the artificial gold were so low as to make this 
margin of profit very wide. In this case, if the output of 
gold affected directly its exchange value by its continued 
acceptance at the mints for free coinage, the point would 
soon be reached where mining for natural gold would be- 
come unprofitable and the present producers of $470,000,000 
per year from the mines would be driven from the field. 

Before this point was reached, however, governments 
would undoubtedly step in. As pointed out by Professor 
Charles Gide, if the new process of fabrication was difficult 
and costly, and especially if it required elaborate machinery, 
the state would seize the monopoly of the fabrication and 
forbid it to all others. This it does to-day in regard to the 
coinage of silver and bronze. There would be no difficulty 
in producing silver coins as fine as those produced by the 
public mint, and at a profit of approximately 100 per cent., 
if those desiring to produce them were not subjected to the 
restraint of the law. It is this relentless pursuit of the 
secret-service agents which makes it difficult to contract for 
good machinery, to employ competent workmen, and set up 
plants in convenient and public places. These difficulties 
have been so great, in spite of the great profit involved, that 
the counterfeiting of silver coins occurs only in sporadic 
instances and on a small scale. 

There would be nothing to prevent the adoption of a 
similar policy by the leading governments of the world in 
regard to the production of gold. In the matter of the 
tender of gold bullion to the mints, it would only be neces- 
sary to require proofs of the source of production, if the 
government had arrogated to itself the artificial production 
of bullion as well as the making of the coins. Bullion which 
could not be proved to come from the mines would be re- 
jected at the mints and would find an outlet only in indus- 
trial uses. There would be nothing exceptionally difficult in 
imposing such requirements in advanced States, having ade- 
quate police organization, and in practically suppressing 
imports of bullion from States where the regulation of its 
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manufacture was not adequately enforced; and, as Pro- 
fessor Gide points out, there would be an added stability in 
the monetary standard if governments were able thus to fix 
the annual output of the yellow metal for coinage purposes, 
instead of leaving it subject to changing conditions at the 
mines. This they might do by restricting to the new gold 
fabricated in their own workshops the supply of gold for 
coinage purposes or by merely supplementing the supply 
from th£ mines by such an amount of fabricated gold as 
would make the gross product converted into money uniform 
from year to year. 

Unless the cost of manufacturing artificial gold fell radi- 
cally below the cost of producing gold from the mines, no 
serious shock would be felt at first from the new production ; 
and before it had been infused largely into the circulation, 
the more advanced governments would undoubtedly take 
adequate precautions against the debasement of the stand- 
ard. Sane economists would be ready with a programme 
which would mitigate the immediate effects of the flood of 
gold and give ample time for consideration of its ultimate 
effects. 

This programme would propose the immediate suspension 
of the free coinage of gold and would ask the leading com- 
mercial nations to enter into an international agreement to 
this effect. Incidental to this step would be the provision 
that coin only — and not bullion — should be permitted to con- 
stitute the metallic reserves of the banks. Both these 
measures — the suspension of free coinage and the suspen- 
sion of bullion holdings in bank reserves — could be sub- 
jected to such mitigation or such delay as conditions seemed 
to justify. In this respect, the great Powers would have the 
precedents of the action of the Latin Union in first limiting, 
and then suspending, the free coinage of silver by the agree- 
ments of 1865 and later years. The effect of this policy 
would be to separate the money value of the gold coin from 
the value of its contents as bullion. This would result from 
the fact that the government had taken over the monopoly 
of creating gold coins instead of offering to put the stamp 
of a certain number of dollars, or francs, or pounds sterling, 
upon a certain weight of gold when brought to the mint by 
private holders. 

The exchange value of money depends in part upon its 
quantity in relation to other things, and if increase in the 
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quantity of the metal disks were suddenly cut off, then in- 
crease in the quantity of gold bullion would avail nothing 
to lower the exchange value of the coins. Gold coins would 
be in the same position as silver coins to-day, when govern- 
ment monopoly of the quantity issued keeps them at par 
with gold, though the value of their silver contents may be 
only 50 per cent, or even 35 per cent, of the gold value de- 
clared on their face. 

That difficulties would ensue from relegating the standard 
coins to the position of tokens, and removing them from the 
influence of new gold production, must be frankly admitted. 
Such difficulties, however, would not be felt at once in acute 
form if the leading commercial nations were parties to the 
agreement to suspend free coinage and to require bank re- 
serves to be constituted entirely of coin and not bullion. 
With the danger of collapse of values and the destruction 
of the standard thus averted for the moment, there would 
be time to consider further measures for increasing the 
quantity of gold in the coin without changing its legal 
purchasing power or for the adoption of some form of the 
multiple standard by international agreement. 

This brings us to the subject of regulated or " managed " 
currencies — a large one upon which to enter here. It may 
be said, however, that monetary practice has already made 
long strides in this direction. The operation of the Ricar- 
dian theory, that the movement of gold is regulated by 
changes in the price level of commodities, comes directly 
into play only in periods of financial upheaval. Since the 
system of central banking became firmly established, it has 
been the changes in the charge for the rental of money, ex- 
pressed through the discount rate, which have come to de- 
termine the movements of gold. But the discount rate usu- 
ally reacts more effectively and quickly on prices of securi- 
ties than on prices of commodities, and the shipment of 
securities, by shifting credit balances from one market to 
another, enables a country to retain the gold which other- 
wise would have to go out to settle such balances. The part 
played by commercial bills of exchange in such operations 
is so important that of late years large accumulations of 
such bills have been made by the central banks of Germany, 
Austria-Hungary, France, and Belgium, purchased when 
they were cheap in order to afford a substitute for the ship- 
ment of gold when the exchanges became adverse. Thus, in 
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the international field, the transfer of obligations has taken 
the place in a large degree of the transfer of gold; and the 
transfer of securities, the issue of new loans, and the sale 
of finance hills have afforded a means of offsetting unfavor- 
able balances. 

On this subject of " managed " currencies has grown up 
a whole body of literature within the past dozen years- Of 
such currencies, the most striking examples were afforded 
at first in the dependencies of advanced countries, when the 
gold exchange standard was set up, with many misgivings 
in official quarters, as better adapted to actual conditions 
than the full gold standard. British India, with a circula- 
tion chiefly in silver rupees, amounting to more than $600,- 
000,000, is the most conspicuous instance, and she has been 
followed by the Philippine Islands, Mexico, Panama, and 
the Straits. Not alone, however, in the outlying parts of the 
world has the policy been adopted on a great scale of main- 
taining the value of money by regulation of its quantity and 
movements. In Austria-Hungary, parity of the local cur- 
rency with gold has been maintained for several years by 
the central bank through operations in the exchange and 
bullion market. Professor Irving Fisher has proposed the 
extension of these methods by international agreement to 
the maintenance of a stable gold monetary unit in case the 
flood of gold from the mines continues to stimulate a rapid 
advance in commodity prices. 1 This danger has been for 
the moment averted or postponed by the comparatively uni- 
form production of gold during the past five years and the 
cessation of the rapid increase in rate which marked the 
period from 1892 to 1908. 

Along these lines of enlightened regulation, through na- 
tional boards of experts and international agreements, 
would undoubtedly be found the means of escaping an 
economic cataclysm in case of a new flood of gold and of 
protecting the world against the fate of Midas, overwhelmed 
by the golden wealth which the touch of his finger created. 

1 One of the best discussions of the evolution of managed currencies is 
that of Professor Maurice Ansiaux, Les Principes de la Politique Begula- 
trice de Change: Brussels, 1910. 

Charles A. Con-ant. 



